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THE ILLINOIS UNEMPLOYMENT TRUST FUND, 1939-1969 


Introduction 


The presont report gives the past trends, current status, and future outlook 
of the Tllinois wnemployment trust fund. The past trends and current status of 
the fund and related factors are shown in the attached Tables 1 and 2. Based on 
an examination of the past trends and of the economic potentials, three alterna- 
tive sets of economic assumptions are made for 1967-1969 (Table 3). Tho resulting 
changes in the unemployment trust fund are given in Table 4. Contribution rates, 
contributions, and the factors affecting them under each set of assumptions are 


shown in Table 5. 


Past trends 


The fund had declined from a high of $51) million on June 30, 1953 to a low 
of $316 million on June 30, 1959 (Table 1). However, it has risen gradually since 
then as a result of favorable economic conditions and the 1959 amendments to The 
Unermloyment Compensation Act which were designed to strengthen thes fumd. It has 
earepe from $316 million on Jme 30, 1959 to $579 million on December 31, 1966 
(Table 4). This rise was interrupted only in 1961 by the high benefit cost of the 
recession in that year. | 


Curvent status of fond 


The fund on December 31, 1966 was 3.05 percent of the total wages covered by 
unemployment compensation in the fiscal year ended June 30, 1965. The highest 
benefit cost rate in any 12-month pericd in the past decade was 1.73 percent of 
total wages. ‘The fund on December 31, 1965 was 1.76 times the specified highest 
cost rate in the past decade. This miltiple of the highest cost rate is within 
the range of 1.5 to 3 tines the highest cost rate, which is considered as desir- 

- able for the fund.1/ Whether the present value of the fund as a multiple of the 
highest cost rate will actually prove adequate in the event of future recessions 
will be considered later. ; 


Economic assunptions 
Three possible future economic conditions are assumed in order to spproximate 


Y Interstate Conference of Employment Security Agencies, Report of Committees on 
Benefit Financing, September 1959, pp. 22-23. In the application o: tas 
criverion, 2 multiple of the highest postwar cost rate was originally used, 
More recently, however, a multiple of ths iighest cost rate in the pest decade 
has been substituted, Soe Interstate Conference of Employment Security Agencies, 
Minutes of Benefit Financing Committee, March 19-21, 1963, p. lk. 
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the range of conditions from favorable to unfavorable. Thoy do not cover all 
possibilities but aro a sample of the reasonable expectations. Each assumed 
economic condition requires estimates of the verious factors that affect the 
future value of the trust fund. Therefore, estimates are mado of total wages, 
taxable wages, bonefit cost rates, and the unadjusted state experience factor. 
Those estimates are mado independently for each assumed economic condition. The 
values of these items in past yoars (Tables 1 and 2) serve as a useful background 


in deriving the necessary estimates. 


Tho first assumed economic condition is continued prosperity in the period 
1967-1969. Under this assuuption, the bonefit cost rate (bonefits as a percentage 
of total wages) will decline slightly, from the estimated .36 percent in 1966 to 
e3 percent in 1967 and 1968 and to .2 percent in 1969. 


The 1967-1969 period in accordance with the assumption of a mild recession in 
1968 is comparable to the 1953-1955 period in terms of benefit cost. Under this 
assumption the benefit cost rate will increase to .5 percent in 1967 and 1.3 per- 
cent in 1968; it will then decline to .8 percent in 1969, 


The 1967-1969 period in accordance with the assumption of a severe recession 
in 1968 is approximately comparable to the 1957-1959 period. Under this asswmp- 
tion the benefit cost rate will increase to .5 porcont in 1967 and to 1.6 porcent 
in 1968; it will then decline to 1.0 percent in 1969. 


Table 3 presents the benefit cost rates in 1967-1969 for each of the three 
assumed economic conditions and estimates of total wages, taxable wages, and the 
unadjusted state experience factor, which are likely to be associated with then. 
Estimated benefits wore derived by multiplying total wages for each year by the 
corresponding benefit cost rate expressed as a percentage of total wages. The 
division of estimated benefits by assuucd taxable wages yielded bonefit cost 
rates expressed as percentages of taxable wages. 


Future values of fund 


For each of the three assumsd economic conditions, future values of the fund 
were derived from the estimates of factors that affect the fund. Under the assuup- 
tion of continued prosperity throughout the 1957-1969 period, the fund will increase 
from $579 million at the end of 1966 to $581 million at the end of 1967. It will 
decline in the next two years to $551 million at the end of 1969 (Table 4). The 
decrease will result from the excess of benefits over receipts starting in 1968, 
This, in turn, will result from a decline in contributions which will be due toa 
decline in the average contribution rate. The average contribution rate is derived 
from the averaze benefit wage ratio and the adjusted state experience factor (see 
Table 5). The average benefit wage ratio will move steadily down from 1966 through 
1969. The adjusted state expericnce factor and contributions will decrease through 
1968 and then increase in 1969. Throughout the entire period the state experience 
factor will be low becatss of the large dowmiard adjustment due to the excess of the 
fund over the legal goal of $50,000,000. 
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Under the assumption of continued prosperity, there will be a decline in the 
fund, and a continuous increase in total wages. Consequently, the ratio of the 
fund to total wages will decline from 3.05 percent at the end of 1966 to 2.30 
percent at the end of 1969. The latter proportion is only 1.33 times the highest 
12-month cost rate in the past decade, or below the recommended minimum of 1.5. 
The fund as a percentage of total wages will probably first fall below 1.5 times 
the highest cost rate some time in the last half of 1968. 


Under the assumption of a mild recession in 1968, the trust fund will decline 
from $579 million at the end of 1966 to $239 million at the end of 1969. As under 
the assumption of prosperity, the average benefit wage ratio and the adjusted state 
experience factor will decline for the 1967 and 1968 rate years. The increased bene- 
fit cost of the mild recession assumed in 1968 will result in a rise in the average 
benefit wage ratio for 1969. It will also lower the trust fund balance which, in 
turn, will increase sharply the adjusted state experience factor for 1969. The 
increases in both the state experience factor and the average benefit wage ratio will 
raise the average contribution rate from .2) percent in 1968 to 1.07 percent in 1969. 
The result will be that the contributions received in 1969 will be much higher than 
those received in 1968. The difference between contributions and benefits will uzr- 
row, but contributions will remain much lower than benefits in 1969. Consequently, 
the trust fund balance will decline in 1969. 


The sharp decline in the trust fund combined with somewhat higher total wages 
will cause the fund as a percentage of total wages to declino sharply from 3.05 
percent at the end of 1966 to 1.08 percent at the end of 1969. This percentage as 
a multiple of the highest cost rate in the past decade will decline below the recon-= 
mended minimum of 1.5 in the early part of 1968 and will be .62 at the end of 1969. 


The trust fund will react in much the same manner to a severe recession in 1968 
as to a mild recession in that year, but the fund will decrease to $160 million at 
the end of 1969 as compared with $239 million under the assumption of a mild recession. 


Due to the lower trust fund, the fund as a percentage of total wages will be 
lower in the case of a severe recession than under a mild recession. The percentage 
will decline from 3.05 percent at the end of 1966 to .76 percent at the end of 1969. 
As in the case of a mild recession, this percentage as a multiple of the highest cost 
rate in the past decade will decline below the recommended minimum of 1.5 in the 
early part of 1968 and will drop to .l at the end of 1969. Under each of the assumed 
economic conditions in the 1967-1969 period, the fund as a multiple of the highest ~ 
cost rate will be below the recommended minimum of 1.5 at the end of 1969. If a reces- 
sion should start in 1970 or soon afterwards, before the fund had recovered to about 
1.5 times the highest cost rate, the reserve would not be considered adequate to meet it. 


Conclusion 


The trust fund is not in danger of exhaustion, but a recession might reduce the 
balance to a very low level. This raises the question of the adequacy of the fund 
and the $50 million goal set for it in 1959. 
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The Advisory Board in their report of 1959 said: "In making recommendations 
set forth above, the Advisory Board is cognizant of the fact that a fund of $50,000,000 
by the end of 1961 is a minimum replenishment goal in view of the heavy demands that 
may be made on the fund in the event of an economic setback of unexpected severity. 
The Board is deeply concerned over the possible inadequacy of a $50,000,000 fund in 
the event of a recession of unforseen dimensions. Accordingly, the Board suggests the 
possibility, if unforseen future circumstances deplete the fund to dangerously low 
levels, of applying for Federal advances under the Euployment Security Administrative 
Financing Act of 1954 (the Reed Act)." 


The following general policy guidelines may be considered for maintaining an 
adequate funds: 


1. The fund should be between 1.5 and 3 times the highest 12-month cost rate. 


2. The funding system should provide for contracyclical financing 2 if, this 
cannot be attained, due to problems in forecasting, minimal rate fluctuation 
from year to year is highly desirable from the viewpoint of the effect on 
the economy and the welfare of the employer. Sharp fluctuations in rates 

_ should be avoided. 


3. The effectiveness of the experience rating system should be maintained. 


Past experience with respect to these three considerations may serve as a guide 
for future decisions. As of June 30, 1959 the $50 million goal as a percentage of 
total wages was approximately two times (2.0) the highest cost rate in the past de- 
_ cade. After the institution of this goal, contribution rates were raised to a re- 
latively high level. In spite of the policy of contracyclical financing, the rates 
continued relatively high throughout the recession of 1961-1962, and remained high 
until the goal was nearly attained on June 30, 196) ($0 million). Experience rating 
Was partially ineffective. When contribution rates are high, there is an increase in 
the number of employers who do not pay commensurate with the unemployment for ithich 
they are responsible, because of the ceiling placed on rates (2.7-l} percent}. This 
means that employers who do pay their owm way must, in addition, finance part of the 
costs attributable to "penalty rate" employers. Furthermore, employers contend that 
maximum rated employers lose incentive to contest ineligible claims. 


The potential liability of the fund has increased drastically since 1959. This 
is evidenced by increases in the number of covered workers, total wages, and the ; 
average weekly benefit amount. The number of covered workers has risen from 2.6 
million in 1959 to an estimated 3.1 million in 1966. Total wages, generally recog- 
nized as a benchmark of potential liability, have increased about 50 percent from 
$13.2 billion in 1959 to an estimated $19.9 billion in 1966. The average weekly bene- 
fit amount for total unemployment has risen from $30.70 in 1959 to $3.07 in 1966. 


af See "Declaration of Public Policy", The Unemployment Compensation Act, pe 1, which 
provides for "the setting aside of reserves during periods of employment to be used 
to pay benefits during periods of unemployment..." 
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A further indication of the inadequacy of the trust fund is tho relation of this 
fund to the highest cost rate expressed as a percentage of total wages. On June 30, 
1959 the $50 million goal was 2.0) times the highest cost rate. The estimate as of 
December 31, 1966 was that this goal was only 1.31 times the highest cost rate. 


The timing of a change in the goal is important in order to conform effecively 
with the policy guidelines presented earlier. If the goal is left at $50 million, 
it will become even less adequate as the potential liability of the fund increases 
and the fund balance decreases due to the automatic adjustment toward that goal. 

The longer this goal exists, the greater is the likelihood that the balance will 
reach a dangerously low level during a recession. This recession will necessitate 

a sharp increase in contribution rates. If, on the other hand, the goal is raised 

in 1968, rates will rise gradually and will probably not reach the high level of 1962. 


For these reasons it is desirable to raise the goal in 1968. It will be reason- 
ably adequate to return the goal to its status of 1959, a mltiple of 2.0) times the 
highest 12-month cost rate. This goal would require a fund of $702 million. 
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